Indiana State University

Sycamore Scholars

Management, Information Systems, and

Business Education Scott College of Business

Summer 7-1-1946

A survey of the records and policies of small businesses in Terre
Haute, Indiana

Mary Nasser
Indiana State University

Follow this and additional works at: https://scholars.indianastate.edu/misbe

Recommended Citation

Nasser, Mary, "A survey of the records and policies of small businesses in Terre Haute, Indiana" (1946).
Management, Information Systems, and Business Education. 9.
https://scholars.indianastate.edu/misbe/9

This Thesis is brought to you for free and open access by the Scott College of Business at Sycamore Scholars. It
has been accepted for inclusion in Management, Information Systems, and Business Education by an authorized
administrator of Sycamore Scholars. For more information, please contact dana.swinford@indstate.edu.


https://scholars.indianastate.edu/
https://scholars.indianastate.edu/misbe
https://scholars.indianastate.edu/misbe
https://scholars.indianastate.edu/scott
https://scholars.indianastate.edu/misbe?utm_source=scholars.indianastate.edu%2Fmisbe%2F9&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholars.indianastate.edu/misbe/9?utm_source=scholars.indianastate.edu%2Fmisbe%2F9&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:dana.swinford@indstate.edu

A SURVEY OF THE RECORDS AND POLICIES
oF SMALL BUSINESSES IN TERRE HAUTE, INDIANA

A Thesis
. Presented to
the Faculty of the Department of Education
Indiana State Teachers College

,‘Terre'Haute,‘Indiana

.No. 538

. om Pa.rtlal Fulfillment

"“; of the Requirements for the Degree

Master of 801ence o

Mary Nasser

July 1946




The thesis of Mary Nasser

]

Contribution of the Graduate School, Indiana State

Teachers College, Number 538 , under the title __

S A-Survey of the Records and Policies of Small

Bugsinesses_in Terre Haute, Indiana,

-

is hereby approved as counting toward the completion
of the Master's degree in the amount of ‘gi? hours!
eredit., .

Committe® on thesis

* .
' ZEZéLZLéézZEﬁr*
. ,
¥ of %

» Chairman

',*Represégtative1ofhEnglish~Department:~




. GHAPTER

IiI.

" TABLE OF CONTENTS

Io‘ G‘ENER.AL INTRODUCTION 6 » ® © ® ® ® ©® o © b @

Small business is no phenomenon o« . » s o
Importance of record keeping for small
business « « s o o» ,~1 e, 5 s & s o s+ o o
Why keep recoTdsS? o+ o v o v o o s o s o »
ﬁeasons for choice of problem . . . « o &
Statement of the problgm N T RSP

PI‘OCeduI'e ° ° ® ® ] L3 ] . [} o * ° o ° e »

PRESENTATION OF DATA o o & » o o o o 5 o o o

Buginess failures result from insufficient
TECOPTAS o v o o o o o o o o o o s o s

Study of temporary National Economic
COMMILEEE o o o v o o v v o o o o a

Statistics from the National Cash Register

,,Company.. ® & o o ® oo BH» o » e o & © s

- the average life of the 100 businesses

-5i;’1‘bel‘vkiewed & o » 6 o @2 b .5 o o 8 o P

_;Sihgleféntry vs. double-entry‘ o e s o b s
Length of fiéca1 periods:; O
'IﬁVénfdty(, 0‘;:ﬂ1 , ;f; } s s e e e s e

",Triai;baiance‘";';'.«; 5,f; R

co FinanCial Statemen'l}S, ,“; 'S . ® RS 'Y ® & e

®

© National mqftality rate of small business and

PAGE

2
3
4
4
5
7

12
13
14

15




CHAPTER
“ Post-closing trial balance « o « ¢ o o o
Reconciliation of bank statements .‘o .
Proof of GaBhi o o« o o o o s o o o o &
Deposits of Cash « o o o o o o o o o o 4

Cash basis vs, credit basis .« . « ¢ o o

Standardization vs. less standardization

111, SUMMARY, CONCLUSIONS, AND RECOMMENDAT IONS
1;1‘ | ‘ - SUMMATY . e e o »’.‘, o e o e s & s e e
. gonclusions and recommendations . R
BIBLIOGRAPHY o o o o o o o o o o o + o o o o o o
kCHECKLI.ST.}_..,.,.,..

Methods of handling paid-outs o « o o o

18

20
21
22
23
26
30

C 31

31
35
41



LIST OF TABLES

Number and Types of Businessés Interviewed , .
T&pes and Freqguency of Methods Used in Keeping
" ReCOTAS o o 5 5 6 5 s s 5 e s s s s 8 6 » b
 Length and Freqﬁenéy of Fiscal Periods .
Types of Inventory and Frequency o o s s » »
" Frequency of Taking a Trial'Balance o o s s e
Frequency and Number of Businesses that Prepare
‘Balance Sheets o o o v a s & s o s 0 b b0
Frequency and Number of Businésses that Prepare
Profit and Loss Statements o 5 s s b s s s s
"FreQuencykand‘Number of Businesses that Take a
Post-closing Trial Balance . . . . + . . . .
Reasons and Frequency of the Uses Proprletors
Make of the Business Statements . . . . ;
“Purposes for Keeping RecoTdS « o o o o o o »
‘ "1Ffequehcy‘Sf Rebdnoiling the Bank Statement.
Vﬁ#féQhehéy'and’Number"Who Prove Cash o . . ,‘,1
VfWrequencJ of Maklng Deposits of Cash e s » .‘b
‘  'Methods of” Handllng Accounts Receivable . . .
{  ﬂMethods of the Bu31nessmen for Handling Paid-outs 26

 *ffP1aces Where the Bu31nessman Attrlbutee His

S Tralnlnﬂ and Knowledge of Record Keeping . » . 27
*f Frequency of Buslness Subgects Whlch the Buslness-
: man Conslders Mbst Valuable for a Prospective

Wbrker A




CHAPTER I
GENERAL INTRODUCTION

- 8mall business is‘nokphenomenon. From the earliest of

colonial days, when a forward-looking passenger might bring

along a milch cow and sell milk to other passengers in the

long tiresome voyage from Englaﬁd to the‘Massachusetts Bay

: 001ohy-at two pence per quart, small business enterprises

| have comprised afrepresentatiVe portion of our economyraﬁd

g highly essential sector bf our distributive system,
"Little or no politiecal atténtion‘was paid to small busi-

ness until October 1943, when the Special Committee of the

‘Séhéte'tO*Study'and Survey Problems of Small Business Enter-

gp:isés Was created with James E, Murray of Montana as Chairman.

.Since{ﬁhat date there has been a steadily increasing political

and;eéonémic interest in the Wéllmbeing of smaller concerns,

‘~ Th1s 1nterest has more recently grown to include the returnlng

serv1ce man who may have plans: to open. or to acquire a business

\"of his own, and the" war worker ‘who may have saved sufficient

funds to ooen hls own bu51ness, or who may return to the shop

'

| whlch hls w1fe and chlldren have operated in his absence,
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Imbortance of record keeping for small business.
Smgll businessmen have always been faced with the need of
kéeping their records down to a bare minimum, Unlike the
owners of large chain store organlzatlons, department stores,

and supermarkets, they have often been unable to afford the

services of specialized record«kéeping personnel, MNany have

been their own bookkeepers and accduntants, keeping their
records "on the cuff." As a result, they have frequently
failed to obtain a full and contlnuous picture of margins,
turnover rates‘in specific lines, operation costs, and other
basic trends in their own business, This factor has con-
tributed: to the many difficulties involved in competing with
Bigvbﬁsihessmeno
~The war has created ‘a need for much more detailed

““reoords than businessmen have usually kepto As an aid in

~formulatlngwadministrative\policies,”the war agencieé needed
‘;an unprecedented amount of. current statlstlcs on prlces,
,~marg1ns, costs, 1nVentory movements, etc, - Bager to cooperate
Sin the war~effort many small businessmen have often found

’ compliance w1th the new record and report requlrements an

almost 1nsurmountable task, R ; 5:¢u,
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Why keep recerds? "Why keep cbmpliceted records?

I can see what's g01ng on in my bu51ness-~1'm here every
day. Anyway I'm so busy running my etore I don 't have time

for keeping records; Besldes, I don't know anything about 1t,

.

This is the view often expressed by small-gtore
businessmen when the subject of record keeping is discuSSed;‘“
&f There are several things wrong with this view., In the first
| piace,.neither a large number of‘records nor complicated
rbnes’are necessary. A set of useful records can be simple,
i&r, easy to keep, and will require little of the businessman's
I ~time§“~Secondly; if the average small-store businessman is
80 well informed on the condition of his bu31ness through
fhls 1nt1mate daily assoclatlons w1th it, why is it that so
T; Cmany of the unsuccessful and bankrupt bu51nessmen are found
o to have had poor records Oor no records at a119l

Record keeping, in .one form or.another, is necessarv
~Fk k‘”1n all occupatlons, It 15 1mportant for everyone to keep

'records of recelpts and expenditures for his own personal -

: Record Keepin for a Small Bus1ness. Department of
Commeree, State of New: Ybrk, p. 1, Small Bu51nees Serles,
Number 6‘




“eof any business also depends upon a satlsfactory bookkeeplng

~information and use, It is even more important that g
business, no matter how/small or large, keep records. In

order to meet the requirements of modern tax laws and to -

render the reports required by the government, a business

firm must keep more detailed feco}ds thaﬁ ever before., ' i
Records are essential for plann%ng future bperatione,

since such planning must be based on‘past‘operations, the
;histofy of which is found. in the’ﬁbooks" or records of the
busineseyiAIt‘may«safely be said that no modern business

can hope to succeed without careful and detailed records of.

its transactlonse‘

‘Reason for choice of problem, Since all businesses

.areirequiredvto”prepare governmental reports such as income

;tax returns, -8ales tax returns, and social security tax
; reports, these: governmental reports must be based upon ade-

~quate bu31ness records0 The eff1c1ent planning and management

_‘system.; le 7"; [ | -

Statement of" the;problem. 'The!mejor problems to be

[y

1nvest1gated 1n thls survey are.u Does the small bu81ne55man

efkeep records? wa adequate are. hlS records? What system of

records 1s used9 i



'”7p'Cloth1ng stores

Procedure., To answer the above and similar
questions, the writer prepared a check 1ist of 32 items. One
huﬁdied small businesses in Terre Haute, Indiana, with a
capital investment of $50,000 or less each, were interviewed
‘bj fherwriter as to the way they keep records and some of their
vpbiicieskof;doing'businesse

| Nbiattempt was made to keep the interviews uniform.

The current classified section of the city telephone
.Adlrectory was used to secure the names and addresses of the
jdlfferent types of businesses. A recent issue of Dun and
'Bradstreet Credlt Ratlngs was consulted as to the capital
ilnvestmentso. Forty-31x different types of businesses were
flncluded in the 100 businesses interviewed,
| - Below is a table showing the number and type of

'bu51nesses 1nterv1ewed¢

; TABLE I
~ NUMBER AND TYPE OF BUSINESSES INTERVIEWED

#T&pe‘ . 3;' , ," "7 Number

IGrocery stores _— ST 1
Liguor stores and taverns o
“Restaurants S
Drug stores S
Bakery and. doughnut ShODS“‘”

ORBROTR O

>ch1na and glassware‘shops‘ f




TABLE I (CONTINUED)

NUMBER AND TYPE OF BUSINESSES INTERVIEWED

Type

,Cleaners
‘ Fllllng stations ‘
Fruit and vegetable markets
- ‘Auto mechanics
.~ Barber and beauty shops
'~ QGamera and art shops
Candy and ice-cream parlors
. Electrical appliance shops
- Florists .
Furniture stores
~Jewelry stores
" Tire and battery service
. Wholesale food products
‘Wholesale poultry
 Ammunition, welding-repair shop
Carded merchandise
Coal dealer
Dairy -
Farmer
‘Pish market-
Frozen foods
Harnegs shop
Hotel
" Junk dealer
- Locksmith service
¥ Millinery 'shop
. .Monument dealer.
“Motor-spring service
.+ Music store |
“Pop corn stand
Printing shop
Rental library:
~ Rental property
‘Rug company
. Sewer: contractor .
' Tree surgery
- Variety store ‘ v
~ Warehouse & delivery company
: Wholesale beer dlstrlbutor

HHPHPPHHHHHHHHHHHHHPHHHHPNNNN&N&N&N&Umu




CHAPTER 11 ,
PRESENTATION OF DATA

Business failures result from insufficient records.

Why do many stores go out of business? Why are the chances of
surv1val of a new store slim? Although many factors are prob-
ably respon31b1e, the}f;ndlngs of * one study reveal: "An ap=-
prelealtof the édequaey of records of New Jersey and Boston
bankrupts disclosed that almost one»thlrd kept no reoords, and
iij‘ that less than one-fourth kept adequate records. A similar con-
- ‘*d1t1on ex1sted among Chlcago bankruptse Only 27 per cent of the
494 retall merchants studied had adequate aocountlng systems,"l
It 1s also p01nted out in thls same study that "about 30 per
cent of the retall flrms dlseontlnue business within their first

ye%ro‘ An addltlonal 14 per cent dissolve before reaching their

2
second annlversary.? Thls ev1dence 1ndlcates that the hlghest

‘T:flrstuyear mortallty 1s in grooerles, followed by drug and hard-

' ware stores.ﬁ The report summarlzes the chances of surv1Val of
fﬁfkk'grocery stores as follows. “About 7 of eaeh 10 new grocery stores
openlng today w1ll surv1ve 1nto thelr second year, Only 4 of the

e 3
10 may expeet to celebrate thelr fourth blrthday,"

P

1
. Problems of Small Bu31ness, Mbnograph No, 17, Temporary
ﬁ.Natlonal Economic Committee, pp. 85-86, 76th Congress Senate
. Commlttee Prlntlng, 1941,‘ Government Printlng Offlceo
lbld., p. 7;g~

Ibldo; Po 3. : , i
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A study of the causes of failure in drug’stores in

“St. Louis,. made by the Department of Commerce, also shows
»that inédequaté records were an important cause,  Of the
thirty "faiied“ drdggists who were studied, only twd had

ever attempted to prepare statements of profit and loss and
balance sheets from the records ﬁglntalned in their business.
Three;kept no records whatever; the others had notebooks in
‘U ';which they recorded onl& purchases and sales, Most of the
“failed" druggists, although for many months on the road to
‘ 9 _ “ ruin,‘we{e not aware of their ultimate failure until it

arrived.

Recent statistics from the National Cash Register

- Company reveal:

|l Everyday in the United States-------

, 129Q-new businesses-start operation and 1140 cease operation

200 buslnesses are forced to take. bankruptcies-

87 per cent are capitalized $5,000 or less

Ly
peds
S
I
g
b
it

And 1s there any connectlon -between fallure and an adequate

‘set of records? J,V, ,,w,;1 #»w‘ S : : T

52 per. cent had no accountlng records

28 per cent had 1nadequate or poor records

' 20 per cent had good accountlng record52

[

- Causes of Failure Among Retail Druggists. Domestic
Commerce Series, No. 59, U,S, Department of Commerce, 1932,
‘,Government Prlntlng Offlce.k

,“, (Statist1cs com
ational Cash Regls¥

11ed b the O 1945 for the
er Company. Bvﬁﬁpéﬁiuéh
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| It is clear that most of the stores that failed,
’refeired to in the above studies, either had kept no records
at all or had inadeouate iecords. If it is true that an
adequate record keeping system would help in any way to reduce

v"the probabllity of fallure and increase the chances of surv1val

. that alone would be a sufflclent answer to the question, “Why
keep records?" “ | |
R The‘national mortality rate of small business as
shown by Dun & Bradstreet statlstlcs is five years, five months,
‘ﬂThe average llfe of the 100 bu51nesses interviewed in the writer's
study is 51xteen years, nine months. Thls study does not
‘f;necessarlly prove that bu51ness failures are the result of in-
esufflclent records, ow1ng to the fact that the 100 bu31nesses
thave ‘been. and probably w1ll contlnue to be in bu51ness many
?mmre years 1n splte of thelr lack of adequate recordse
b " It 1s not only true that good records help a
;f «he’bu51nessman to operate a profltable store more successfully
ibut that 2 buelnessman who has the ablllty to run a profitable
‘vstore is usually one who recognlzes the beneflts of good

\ records. :

\ The purpose of adequate record keeplng 1s to prov1de

St complete 1nformat10n about the amount of each asset the amount

*'-‘;of each 11ab111ty, and the amount of the proprletorshlp.
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To achieve this purpose, every transaction is recorded in two
b parts, the debit element and the credit element--the debit
always equaling the credity thus double-entry bookkeeping is

necessarye.

Any 1ncomplete system of bookkeeplng that does not
record both the debit and the credit parts of each transactlon

1s_known as single-entry bookkeeping.

It was found in this study that:

71 businesses~keep their records by the single-entry method and

29‘keep their records by the double-entry method.

| ‘The single~entry plan that was used in these businesses
varled from a narratlve of transactions recorded in a single
}&iclr ,journal,kcalled a daybook, to a relatively complete set of
" Journals and a ledger prov1d1ng for all 31gn1flcant 1tems.k

The average number of employees 1nclud1ng the

proprletor ‘is 3°1/4. Wembers of the family frequently were the
ff ' %only‘ones employed» \ |

Those bu31nesses employlng part time bookkeepers also

‘,have them serve as salesclerkso

81xty of the bu51nessmen elther keep their records

¥

themselves or a member of the fanuly ‘keeps them, but they have

fthe returns prepared by an out51der. Only five proprletors

keep thelr own records and prepare thelr own returns, Below is

ga table show1ng the number who keep thelr own records, prepare

,f;;thelr own reports, employ bookkeepers,‘etca‘




TABLE II

TYPES AND FREQUENCY OF METHODS USED -IN

KEEPING RECORDS

Method Number

Proprietors or member of family keep

records, but have returns prepared by

an outsider 60

Ha#e an outside agency to keep the records 14

Employ part-time bookkeepers, but have

returns prepared by an outsider 10
" Employ full-time bookkeeper and prepare

own returns ' 7

Mémﬁer\of family or‘proprietor keeps own
-records and prepares own returns 5
- Employ full-time bookkeeper, but have

4

returns prepared by an outsider
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The owner is engaged in business activity to earn

a profit.: Hb‘wants to know from time to time the amount of
profit:earned or loss ihcﬁrredo The period for which the

profit or loss is determined is known as a fiscal period. A

55i~ ' fiscal period should not be more than one year. It may be for
three months, six months, or one month. The federal income :
tax law provides that the owner of a business be taxed on the

amount of his income for each year,

If the natufe of the business is such that those

interested wish to know the profit or the loss for a period
lesslthan one-year, the fiscal period may be for the periods
1 B .me‘nti‘oned above, The length of the fiscal periods in this
} study is shown in Table III,
| o mamEIN
' LENGTH AND FREQUENCY OF FISCAL PERIODS

  Leﬁgﬁh of Fiscal]Périod » ~_ Number of Businesses
,fQ“Qne_yearkj" SN e 42
- Three months : Z 29
- One month . . . ’ 2l
Six months = : . 5
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It is necessary at the close of the fiscal period
t6 ascertaiﬁ the amount of the unsold merchandise on hand by
faking stock., The proqésé of ascertaining the present value

of the merchandise on hand is referred to as taking inventory.

The determihation of the quentities on hand by actual
bbunt, measurement, or weight ana specifié valuation of each ;
uﬁit is referred to as a physical inventory. ‘A record showing
the quantities and values of the units of merchandise which
presumably are on hand is called a book inventory or a perpetual
inventdry.' An estimated inventéry is an inventory which is
- merely estimated,. Below is a table showing the three diffefent

‘types of inventory and the frequency of each.

TABLE IV
TYPES OF INVENTORY AND FREQUENCY

R — Frequency
k 0 Daily 1 mo. 3 mos. - 6 mos. yearly
Physical 54 2 10 3 5 34
. Estimated 41 0 3 1 2 35
Perpetual 5 : o

‘ Totals ¢
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‘One merchant said that he could take a "five-
minute" inventory. This is merely another name for the keep-
ing of a perpetual inventory,

. As was previously spated,~29 businesses keep their

records by the double-entry methdﬁ;_the 29, plus 1 who keeps

records by the éingle-entry method, prepare trial balances‘at”

various times during the year,

TABLE V -

 FREQUENCY OF TAKING A TRIAL BALANCE

Frequency | | Number

Monthly 22
Yearly 3
Daily, . . . L ‘ ~ 2
Weekly L 2
Indefinite intervals 1

b Total o . . T | )

Seventy proprletors do not take a trial balance

beCause 1t 1s 1mp0551ble to take a trlal balance of a 51ngle-

'rentry ledger and test the accuracy of the postlngs° A trlal
“\balance 1s prepared to test the equallty of deblts and credits

‘1n the ledger and to prove the accuracy of postlngo' The

proprletor who kept a 51ng1e~entry set of records and said tha
e prepared trlal balances could not be conv1nced that he didn
““a;trlal balance but merely checked to see 1f hls cash

ba, nced“every nlght, :

t




k‘ others.3 The dlfference then betWeen the total assets and total

15,
Pinancial statements are intended to give the.owner
,.Qf a'b;siness a picture of his financial and operating condition
for the period under consideration. Information as to a busi-
‘ness's financial and operating condition better equips the owner
with data required for future success in planning and mnage-
mento . , _
0f the 100 businesses interviewed, 49 prepare profit-

and—loSs statements and 39 prepare balance sheets,
N | Before preparing the balance sheet and the profit-
 faﬁd;1st_statement, it is customary to ascertain the net profit
 for.thefnet loss and to prove that the amount is correct. Only
25 prepare wdrk sheets before making the statements. The work
‘“sheet is not a finished statement and therefore should not be
‘presented as such to credltorso

’ If one could stop all activity in a business for an
 instant and could take a snapshot of the financial condition,
 he ﬁodl&?bbserVe thé”fbllowihg" the value of cash on hand and
in the bank ‘the Value of merchandlse on hand, the amounts owed
tho the buslness by customers, ‘and the other agssets owned., An-

“5other v1ew of this blcture Would reveal the amounts owed to

“Vllabllltles would represent the owner's "net worth, " orhis
f;equlty and the assets of the bu51ness as of a given date. A

’ fbalance sheet summarlzes thls 1nformat10n for the 1nterested




‘number of businesses that prepare balance sheets.,

© TABIE VI

FREQUENCY AND NUMBER OF BUSINESSES

THAT PREPARE BALANCE SHEETS

Below is a table .showing the frequency and the

, Fréquency_ Number
Ye‘arl&~ ‘ 16
Mbnthly 14
Daily ' 4
Semloannually 4

' Weekly g 1l
Total 39

,@‘

‘goods sold 1ast year9

expenses as deprec1at10n9u

fthe answer to these questlonso., o

e glven period,

What was the volume of sales? What was

§

the cost of
What was the gross proflt on sales9‘

'?§';'What Was the total opératlng expenses 1nclud1ng such non-cash

Dld the store earn a net profit

durlng the 1ast year? The profltuand-loss statement prov1des

The proflt-and-loss statement 1s a summary, or a. .

«mov1ng plcture, of the bu51ness operatlons of the store durlng




17’

Below is a table showing the frequency and the

| number of businesses that preparé profit-and-loss statements.

TABLE VII
FBEQU”NCY AND NUMHER'OF BUSINESSES
| THAT PREPARE PROEIT AND. LOSS STATEMENTS

‘kFrequency 1 S Number
Monthly : 21
Yearly A 21
,Quarterly ~ 4
Daily 1
- Semi-annually v 1
Weekly ! : 1
rotal 9

STt is customary to close the books and to test the
'equalltj of deblts and credlts in the 1edger after the 01031ng

entrles are poated and the accounts are ruled. This equallty

.proves that all c1031ng and balanclng work has been completed

' accurately and that the ledger is. ready for the next fiscal

7perlod¢ ~The.test of thls equallty is accompllshed through

the preparatlon of a trlal balance known as the post 01051ng

,trlal balgg e, f>_




187
In answer to the ques‘clonp "Do you close your
books at the end of the fiscal period?® 76 answered "yesg"
and 24 answered "no," |
- of the 76 who answered "yes, " only 20 close their
books according to the methods récommendéd and used by accdun-
faﬁts,\’The”remainder merely close off that portion of their *
bOoks and start over again for the next fiscél,period on a new
Pééee
‘”k “How often do you take a post-closing trial balanoe?”
Below gre the replles,
TABLE VIiI
FREQDENCY‘AND NUMBER OF BUSINESSES
THAT TAKE A POSTuCLOSING TRIAL BALANCE

Frequency ‘~ ‘ o | 3 -~ Number

Never o , 80
~Yearly - AR A PR o 12
Monthly S - : 5
"Seml—annually N T TS TS ‘ [ 2
‘ Indeflnlte intervals . . o SR 1




TABLE IX
REASONS AND FREQUENCY OF THE USES
PROPRIETORS MAKE OF THE BUSINESS STATEMENTS

Reason - Frequency
Comparatlve purposes . 38
Inspection and tax reports ‘ 14
To facilitate the keeplng of correct records 5
Credit purposes 4
Progress and ideg of flnanclal condition 4
Future reference - . 2

In response to the question, "What is your purpose
for keeplng records9" the writer tried not to suggest any
Tréasons. or purposes for keeping records.,

| ‘ TABLE X
| PURPOSES FOR KEEPING BECORDS

. P&rposé‘ S N : Frequency

Tax purposes : 88

Good bu81ness pollcy- plcture of bus1ness -
S v comparative purposes
‘personal knowledge

B ) expansion, etcs. ‘ 48

To see whether maklng a profit or taking a loss 35

Social securlty- F O AB. e ‘ , 4

0.P.A, 3

Daily: check--reports 2

Insurance L
1

Credit purposes




It Was 1nterest1ng to note some of the exact
quotatlons of the businessmen as to ‘the importance and
purpose for keeping recdrds. Some of them are as follows:
"Every small merchant ought to keep a record of his income
“and expense so he can tell practlcally how he stands, If he
kdoesn't how can he tell whether Ire is making any money?"

“We need'thls information for ourse]ves and in order to
“have proper information for government reports,"

"To determlne the progress of the business, catch any unneces-
sary losses and to correct mistakes and unwise decisions or
actlons.“
"Without records, you can't do- business, "
"We keep records to determine our 1nventory, profit or loss,
various ‘percentages, mark ups, taxes, turnover, anticipated
. .purchases, expenses,"
Jlf"I keep records to keep myself posted "
”h“I have someone to keep my records so that I will have a
. complete huslness story at a glance, enough to meet my needs,®
It has been customary in the past for a merchant to

offer cash or sales dlscounts when oash is received in payment

~of an 1nv01ce or a blll of” goods. ‘of the 100 businesses 1nter»

= V1ewed, only 15 extend ‘cash dlscounts to certaln customers,

~ None make 1t a8 regular practlce.

The bank prov1des each dep051tor with a monthly

‘_etatement show1ng the amount he has on dePOSlte The checks

”pald by the bank durlng the month known ae canceled checks,
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- are returned to the depositor with the monthly statement. If

vthe balance in the bank, shown by the monthly statement, agrees

 Interval | Frequency
Monthly o oo 54
" Never : 37
Every 90 days Lo : ' 4
~ Semi-annually 3
‘;;Every ‘60. days AR ‘ : 2
Total i: , o 100

4 “amount of - cash agrees ‘with the balance. shown by the cash record
;For thls reason the one who records the cash transactlons will,
".'ascertaln perlodlcally that the cash equals “the amount shown
’nlby the cash recordo Only nlne bu31nesses out of 100 do not

"*;Prove oash.y Seventy-nlne prove cash dallyo

’21)

with the balance on the check stub, the depositor may accept
the amount of the bank statement as correct. If the balance
oh~the bank statement is not the_same as the balance on tpe\

check stub, the depositor should verify his records, This

verification is known as reconoiling,the bank account.,

TABLE XI
FREQUWNCY oF RECONCILING THE BANK STATEMENT

The owner of cash is' interested in knowing that the

L




TABLE XII
FREQUENCY AND NUMBER WHO

PROVE CASH
Interval . Frequency
Daily ‘ B | 79
Never . v 9
Weekly: ' 8
Monthly 4

Total ‘ ‘ : 100

Only 19 businesses make daily deposits of cash éither
1ﬁ»a safe at the place of business or in the bank, The majority
make dep051ts in the bank "according to the volume of business,"
Slxteen bu51nesses not making daily deposits have a regular
t;me for maklng dep051ts.

A | "Do you make dally dep051ts of cash?" Nineteen
| answered "yes" and 8l answered "no," .
| | . TABLE XIIT

: FREQUENCY OF MAKING ‘DEPOSITS

AN , N OF CASH ,

B Inﬁerva} k/  _ = Frequency
Acdording tb‘vblumexof business,, AT S 65 ' !
Weekly ‘ ‘ : 11
Three times g week oo 2

. Two times a week ' ‘ B

~ Monthly . o (T SR o 1
‘Tche monthly R T o ‘ L
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| The majority of the businessmen interviewed in
this study keep a daily record of sales, cash, purchases,
and expenses, They prepare these data in a final daily
summary report and at the end of the year, use this dats
for the preparation of tax reports,-
| There is one record that almost every businessman
‘iﬁterviewed is interested in keeping. No‘matter how few
‘fécqrdé they keep, businessmen like to know the answer to the
éﬁeStipn, "What is my volume of business?"
The beneflts derived from sales figures and data are .
’obtained through making comparisons, The bu31nessman compares

the month's, the week's, or the day's business with the sales

‘.of the correspondlng month, week, or day of some previous period.

‘_In thls way he w111 learn the trend of hlS business operations,

- The comparatlve dally, Weekly, and monthly sales record permits

= the bu31nessman constantly to waten his volume of sales.

e | Flfty-four bus1nesses 1nterv1ewed are on a cash basis
and have no accounts recelvable. The other 46 have very few-
\fj'charge customers.lmhv E |

Below 1s a table show1ng the method in which the 46

fproprletors handle thelr accounts recelvableo"




‘ﬂkbsometlmes run 1nto the problem of selling goods or services

‘;k"on the cuff." An attempt is frequently made to discourage this

k,; peclally 1f as is usually the case in a small business, a per-

TABLE XIV

NETHODS OF HANDLING ACCOUNTS RECEIVABLE

Method : A Frequency

Ledger ' : 28
“Book for each customer ‘ 16
Spindle file ' 6
'Box file ‘ “ ‘ 2
Card system ' 1
Coupon books . X
1

‘mmmory

Accounts rece1Vable ‘are the amounts the customere

owe the busmesse Even the smallest businesses interviewed

‘by consplcuous 31gns like "In God we trust all others pay cash."

'~It is almost 1mp0531ble to av01d some exten51on of credit,es-

*‘sonal relatlon develops between the bu31neesman and the customere

I 15 very 1mportant to watch these oredlt sales and to see that

;aecounts recelvable outstandlng do not become too 1arge,

Aecurate records of all acoounts recelvable and 1osses

1ncurred on bad debts prOVlde the ba51s for decldlng whether

' _llt pays to extend credlt. A great many factors have to be




"‘flarge sums ‘of. money due to bad debts,

,«collect. Hb had often found it dlfflcult or 1mp0531ble to pay

,pay oash for thelr purohases and haven't had to ask for credit,

285
\faken into account before a decision can be made because credit
sales‘may be stimulating cash‘sales. But the cost of'extending
credit must be given considerable weight in order that a check
on;credit practices may Be madea~ )
. Only 12 of the 46 businesses extendlng credit are

able to estimate what per cent of accounts re061Vable are un-
collgct;ble in a year,

"If there is one bit of advice that I have to givée
yqq,_it:iskthis~-don't extend credit." This advice was given
by,g‘d;uggist'of twenty years? exﬁerience to a younger man just

0p¢ningLa store in a near-by city. And yet a large proportion

of;this oldér:manls business had been done and was still being

done on a credit basis, What was back of this man's thlnklng?

‘Since he thinks so poorly of credit, why does he continue to

extend 1t? -

He -gave thls advice because he had lost money on his

*fcredlt bu81ness and apparently could not place it on a satisg-

‘1'_factory bas1s.. As a result of granting eredit he had lost

spent hours trylng to

1y

:‘hls own‘bllls._,‘vf

Durlng the past few years, people have been able to
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:Evéh though the businessman must keep records, his
Mﬁrédit troubles will not be cu:ed by merely keeping records,
Récord kéeping is not afrémedy for bad practices, but record
vkéepihg can provide thé information that will warn the business-
man in tlme if his credlt bu31ness is gettlng out of control,

Record keeping cannot TN a credlt businesgs, but a f
'¢reditkbu31ness cannot-be run without record keeping.

Somebody has‘séid that.he who has never made mistakes
:has never made anythlng, Since we are all subject to making
;mlstakes, a good bu31ness praotloe 15neyer¢mo take: anything
'for granted.‘x o | |
k‘ Seventy-flve per cent of the businesses interviewed
 ché§kéd the extensions on purchases and sales invoices.
S It is a common practlce among small merohants to pay
large amounts to credltors by check, The majority use the “paid-
‘7‘out" key of the cash. reglster, , |
' L TABIR XV
:4“1 METHODS OF THE BUSINESSMEN FOR HANDLING

j PAID—OUTS

i  QMé#hodE‘

Frequency

;Cash w1th memo T R ‘ ‘ , 5
~Check . - T T S e . Bl
~choucher S e e ‘ 2
1_~;Petty cash e L e R 2
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Ninety per cent of the businessmen segregate their
-expenses because of the income-tax requirements; Certain
iféms are deductible as "business expenses" and the others
are deductible as "other expense.," To fagilitate the making
df state and federal reports they‘regord all expenses sepa=-
,ratelyo Only 10 per cent charge their expénses ihto one or
two:large captions, .

It was interesting to ngte where the proprietors.
- secured their bookkeeping knowledge., The total number of
responses will exceed 100 because some attribute their knowl-
edge to more,thanfone source, Experience is still considered

the best teacher, but what a price some had to pay. Below is

aqtabIe éhoWingkwhere the businessman attributes his training

Ignd’knowledge of record keeping.

TABLE XVI
PLACES WHERE THE BUSINESSVAN ATTRIBUTES
HIS TRAINING AND EKNOWLEDGE OF RECORD KEEPING

[

IQLQI?;adeIf}ff_“' ' B . . Frequency

, Experlence
‘Business college

 High’ school 1,I_v;j

~ College .
= U‘So Al‘my
C.P.A.,‘ .
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"If your business were perhaps on a larger scale

and you were going to hire additional help, what business

subjects would you considef most valuable for a prospective

worker in your business?"

Below is a table show1ng the responses. The writer

trled not to make any suggestlons.

e

TABLE XVII

FREQUENCY OF BUSINESS SUBJECTS WHICH THE BUSINESSMAN CONSIDERS

MOST VALUABLE FOR A PROSPECTIVE WORKER

 subject

Frequency
Bookkeeplng 66
Arithmetic: 35
- Typing 34
General business 18
Salesmgnship 18
Psychology

- . Business law

Three r's" plug common sensé:”

Shorthand

' 8pelling

Personality o
Business English
Economics~-finance

Office practice o
Interest nlus ambltlon
“Auditing -

.~ Business admlnlstratlon
o Filing

: ,Purchas1ng tralnlng
“JSpeech : R

HEFFE OO O 0O 20 @ (©
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" Me---<t00 far behind times with modern bookkeeping and office

 methods.

,check'on7business@”[
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"In your opinion, do you think that your set of
records 1is adequaté for your type of business?h

Yes o 92

No - 8

gome of the positive reasons that they gave were:
ﬁSimplé and’I am used to it." -
QEésy and simple, ™

"amily business and we know what is going on."

"Provides us with daily sales information, "

~ ®pccessibility to any portion of records."

"Reveals the information needed. and required to pass deputies'
inspection."
"We use company tested forms,®

"pdequate, but too complicated,"

Wfe get by---."

‘Only eight proprietors said that their records were

not entirely adequate for their business. Two reasons were:

‘pOur rec§rds are*nbt simple and complete enough to get a quick




i
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informed,.
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Five proprietors said that they would be interested

in a different set of records if their businesses were larger

and if they themselves were younger,

In answer to the question, "Do you think that books

ffor small businesses should be more_standardized or less

~"depends on the type offbusinessQ"

‘standardized?", 75 want more starndardization and nine prefer

-less standardization. Sixteen proprietors merely said that it

.. Businessmen Want a Bsystem that takes little time and

is easy, one that gives them a true picture and keeps them




CHAPTER III

'SUMMARY; CONCLUSIONS, AND‘RECOMMENDATIONS

:During theepast‘few months the writer has had the
opportunity to study at firsthand the bookkeeping system (or
- lack ofusystem)~used by 100 small:businesses in Terre Haute,

,ihdiana.;vInCIHded in the group are the following typical

Dbusinesses: grogery stores, taverns, liguor stores, restau-
‘rants, auto service stations, garages, drug stores, clothing
”stores,~bakeries,~cleaners, ete.

'§¢‘!, A - These businesses~ianged in size from no employees -
i moutside;the‘members of the family to 28, and with a capital

inVestmenteof $50,000 or~lees each, They are typlcal of the

~oommer01al establlshments that might be found in any small

_: clty of the United States, - Their problems are undoubtedly

31m11ar to those that confront the management of similar

- bus;nessesueverywhere, andatheirsmanagement‘is probably‘no

'betterROr‘noiWOrsevthan corresponding establishments in other

"sectlons of the country.,

some of the flndlngs are as follows'

»»[‘l The average llfe of the 100 businesses interviewed in

 ;fthe writer’s study 1s 16 years, 9 menths,t

¢2 Seventy-one bu51nesses keep thelr records by the 51ngle-

‘:entry method and 29 keep them by the double—entry method.,
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"for the nexm flscal perlod,

4
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3 The~average number of employees, including the proprietor
is' 3 1/4. Members of the family frequently were the only workers,
4o The maJorlty keep their own records, but have the returns
and tax reports prepared by an~accountant,
"5, Those businesses employing pert;time bookkeepers also
have them serve as salesclerks, ‘ o

.6, One year is termed as'the fiscal period by 42, three months

by ‘29, one month by 21,

7. More estimate their inventory yearly than monthly.
- 8s  Only 30 proprietors bother to take a trial balance to
prove the accuracy of posting, It is impossible for the

remaining 70 to take a trial balance of a single-entry ledger.

i It is the opinion of the writer that the proprietor who kept

“books by the single-entry method didn 't attempt to take a.

trial“balance,‘but“rather'made the single-entry proof of cash,
“9; Forty-nlne prepare profit-and-loss statements; o9

prepare balance sheets,

10;; Elghty concerns do not take a post-closing trial -~ ~

,Jbalance.r They merely close off that portlon of their books and

start over agaln for the next fiscal period on a new page.

These concerns have no proof that ‘all cloelng and balanclng

HWOTk has been completed accurately and’ that the ledger is ready




‘cash according to the volume of sales rather than daily.

A R B AT S e oS S S e S e SEEE B

ﬂacdbﬁnts“feceivable; ‘The other 46 have very few charge customers.

jreglster.

: requlrementsa

»~17 bu51nessmen attrlbute thelr knowledge of record keeplng to

 7the hlgh school.‘; ”
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11, The majority of the businessmen keep records primarily
for tax purposes rather than to aid them in the management of

their business.

12, The granting of bash discounts was not a common practice 
among the 100 businesses. Only i% gave them to special cusﬁomerso
13, Fifty-four reconcile their bank statements monthly,
Thirty-seVen never pay any attention to them, The remainder
réCOncile'them at other intervals,

14, Seventy-nine prove cash daily. Only nine either have no

regular time or never prove cash.

15, It is more common for the small businessman to deposit

f16,‘ All businesses keep a record of sales and cash receipts,

f l7;4‘Fifty4four‘businésses were on a cash basis and had no
iﬁl8 Seventy-five handle their "paidnouts" through the cash

19. Nlnety per cent segregate their expenses rather than

lump;bhem 1nto one or two large captions‘because of the tax .

20. Experlence 1n record keeplng is. the best teachero Only
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21, Bookkeeping,‘arithmetic,,typing, general business, and
salesmanship are the business subjects which the businessmen
4g§nsidered most valuable for a prospective worker in their
business, |
22. The majority thought that their set of records were
adequate for‘théir type of businéss because they have been able

to "get by" and\becausg most of them employed only members of

,the,familyo Only eight proprietors said that their set of records

were not entirely adequate for their business. The reason given

was that their records were not simple and complete enough to

get a quick check on the business,

,25, 3EiYe‘propriet0rs said that the& would be interested in a

@ifferepﬁ set of_rechds if their businesses were larger and if

they themselves were younger,

:34.,ﬁ3u5;nessmeh’want a system of records that requires little

'time td‘keépuandwis,simple,_yet gives them a true picture of
 ﬁhpi;3bu9iness, Their primary purpose to be in business is to
make‘mpney,_gndvthey can 't make money if all their time is spent

~in record keeping.  ,;, .,f,;‘




ﬂdepartments and then proceed to the check-out counter where

Conclusions and recommendations. The businesses

dnterviewed were not strictly self-service stores as are the

large chain stores énd supér markets, but many features of a

self-service store were used in serving customers.

3

Each business is different in that the conditions

‘are never quite alike and individual adaptations should be .

mede from the universal principles., To make these adaptations,

there must first be an understanding of the principles; and

once these are understood, it is surprising how easy it is to

cut out a system which will exacfly fit. Therefore, if the

headings on a form do not happen to be the headings which the

‘particular business needs, one should study the form and discover

the exact wording that will best suit the business,

It may be given as a general principle that the best

3syStem?of accounting is that which will give the most accurate
‘“résults with the least clerical work. Good accounting,is not

~necessarily complex,

Wlth this in mlnd the writexr recommends a model -

lfrecord—keeplng system for small business,

]

customers w111 make their. purchases in the various




.

,%hey~pay at one place for everything they have bought, This

those of @10 or: less are paid from the cash reglster if there is
“'A suff1c1ent cash to make the payment. Have a cash register that
~pr1nts a record of all transactions: that are recorded on the
"«reglster. The revlster should Dbe prov1ded with- keys that are-

, used to record complete 1nformatlon pertalnlng to.each transactlone

,placed in the cash drawer a sufflclent amount of change to take

36

system makes it necessary to have only one cash register in
the store and enables the proprietor to keep a close check on

the entire bu31nesso

.

A cash register which would be @ost useful for small
:bﬁsinesses;is one that is used‘fo'record the following types of
transactions: | «

1, All sales whether they are cash sales or charge

" sales.

2,  All amounts received on account from charge

customers, '

3. Small amounts that are paid out of the register

. during the course of the day., B

Empendltures of more than $10 are pald by check Whlle,

.,Aj the beglnnlng of each: day's business’ there must be

Em@erlence has shown that %25 in change is sufficient

(have 1n the cash drawer at the beglnnlng of the day 's business.
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Each afternoon when sﬁfficient money has beeéen taken in, $25

in change should be removed from the cash drawer and placed in

a bag so that there ﬁill’befchange to start the next day's

of each day, therefore, the cash register drawer should contain
all the money received during the day less the amounts that havé

~been paid out.

The cash register provides on a printed tape inside
the register a summary of each tra,nsactioﬁe This printed
record is called a detailed audit strip. On the strip is
printed iheffollowing'information:

N The transaction number,
Ra The amount of the transaction,. .
3¢ . The type éf.transaction, such as Re, Pd, or NS.
4, The clerk's identification of a cash sale or MGHM
if a .charge: sale,
: ;Ti ,“" Perlodlcally during the day a readlng of the register
A should be takene'J~ﬂﬁ.f,'.ae o -
At the end of each day the cash reglster will have

‘~accumulated a total of - charge sales, a total of sales for each

 fdepartment a, total of amounts ‘received on account a total of

5amounts pald out and 3 group total including allwcashs';aiieso

business, This bag is placed in the safe overnight. At the end
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The following procedure at the end of.each day's
business is recommended:

When the store -closes at the end of each day, count
the money in the caéh dréwer, prepare a report of the day's
vbusiness; and deposit the reoeipts‘in the’night depository at
the city national bank. This procedure eliminates the necessity
of keeping overnight in the store safe the receipts for the day.
There are times, however, wheh this cannot be done and it is
wnecessary tb deposit the receipts the following day. Insurance
coverage amounting to $250 shouldﬂbe carried to pfotect the store

fromﬂloSs in the case of robbery at the store or when the money

is transferred to the bank,

The customary procedure for balancing the receipts
v,for the day 1s as. follows:
| 1, Clear the cash register and remove the detailed

coogudit strip for the day,

2, Audit and file the charge slips and received-on-
,,,account élipso; O : )
. 3 prepare a cash register report which is a summary

1}

of the day 's business,

,;fDéPOSit tﬁe receipts'in‘the bank.
“‘Record ‘a summary of the day's transactlons in a

‘comblned cash Journal,
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When the owner of a small business decides that he
will start a set of books to keep information about the operation
of the business and‘to determine periodically how the business
stands and how much money~the'business has made, he must first
obtain the following information: | |

1., What he owns,

®

_2s What he owes,

3;‘ wa nmuch he is worﬁhe

. At least once each yvear and sometlmes more frequently
T ‘é bu51nessman should take an actual count of his merchandise
‘,‘on hand° ThlS 1nformat10n is needed for financial statements

and 1n preparlng the federal 1ncon@ tax return, The cost price.

‘should be used 1n preparing the balance sheet and the other

~wstatements of the bu31nesso_

| ’ ‘,n Although many retall stores use cash registers to
”‘obtaln 1nformat10n about the money . that has been handled in
g{,;i ethe bu51ness as well as sales that have been made, too many

stores do not record and summarlze thls 1nformat10n 1n such -

;,form that 1t can be used 1n preparlng bu81ness reports and tax

reports,
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The writer recommends a one-book system of accounts
which is divided into the following sections:
| Section 1- Fixed assets register
Section 2- Sales record
Section 3- Combined oasg Jjournal
Section 4- Expensé analysis record ' oo

Section 5- Employees' earnings record

However strong an argdmbnt can be built up in
favor of keeping full and complete records, they are at best
only a tool‘of management. They can achieve nothing by them-
selves and if mlsused they can do much harm. They can become

the master 1nstead of the servant and b@g down the operation

“of the business so that Jhere i's no tlme to make money, Good

buSiness judgment, perseverance, and a fair share of lucky

'breaks are primary factors in the success of a business. Al-

though‘very necessary, accounting records are no substitute

.for Judgment and common sense,

Wise bu31ness decisions are dlfflcult to make and no

f’7hard and fast rules can be substltuted for good Jjudgment . A
},31xth sense known as. bus1ness sense seems to be possesgsed by
f{rsome fortunate 1nd1v1duals ‘who. make more rlght declslons than

if‘wrong and therefore, become successful in busn.ness° But book

“earnlng and bookkeeplng can help anyoneo
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Number  ef employees including proprietor s » it
‘ . Do you employ. a full time bookkeeper? : Number

“How long have you been in businegs?

- Do. you foér sales discounts? .

' Length of fiscal period,. 1 mo. 3 mos. 6 mos. 1 yr.

- How ofﬁen do you take inventory? How? Physical

, Do you make dailykdepositSVOf cash?

~data for permanent recording? cashiers slip

14y

““Are you able to determlne the. acoounts recelvable you have outstandlng
ff‘at the present time? . ‘

What percent of accounts receivable do you estimate as uncolleotible?
" Do’ you check your extensmons on purchases and sales invoices?

‘;’What 1s your method of handllng pald outs9 by check cash registér"with

= ‘fDo you lump your expenses 1nto one or, two oaptlons or do Vou segregate
L them?ﬁjﬁ» : . :

k‘DO y09 take,aifriélibéiéhce? ‘  . How often?

Survey of ‘the Records and POllCleS of” Small Businesses
. in Terre Haute '

»

Dd‘you keep a set of accounting records?

Do you have -an outside agency. to keep your books?

What system of redords do you keep? double entry single entry
combination journal multlple Jjourne I

Perpetual
Fstimated

How often do you reconcile your bank statements?

How often do you prove cash?

What business forms do you use to gather information and to provide

analysis slip
final daily summary report
other )

How.do you handle your accounts receiveble? book for each customer
s : on spindle
in ledger
other

- memo _Vvoucher 'other




21.

22,

23,

24.

28,

29,

30. -

Do you prepare a.Work Sheet before maklnv sﬂcatements‘7

Do you prepare Balance Sheets? How often?

Do you prepare P. & L. Statoments Eow ofﬁen?

#hat use do you make of the statoments’

Do you close your beoks-at the end . of the fiscalﬂperiod?

Hdw'oftén‘do‘youztake a post-closing trial balance? -

What is your purpose for keeping records?

Where did you secure your bookkeeping knowledge? experience

N " : high school
o ' ~ bus. college
college

What type of high 'school tralnlng do you consider most valuable'for'a :

prospective Worker 1n your business? :
ki

In your oplnlon, do you" thlnk that your set of records is adequate for

your type of bus1ness? why7 Ceestie O
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